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THE FEDERAL kKES%iRVE SYSTEM AND THE FARMER

Perhaps it would seem more naturzl for me, in this setting, to
talk to you as I did a year ago in Chicago, about the principles of
direct agricultural policy. I confess it is much easier for me to
think in the old terms than it is to deal with the words ond ideas of
the new field to which I transferred last June. My ola friends, with
Whom for years I have had the privilege of working, have helped keep
Me in the old grooves. MNine out of ten want to talk about the prob-
lems of balanced production and marketing, of soil conservaticn - in
short, about the A.A.A. - instead of the problens of credit and mone-
tary control znd managcment.

I now realize that when I left the A.A.A., I felt I was sailing
from a storm-tossed sea into a compuratively smooth and protected har-
bor.  Now that I have had a chance at least to survey the new scene,

I am not so sure. Some day, when the new landscape becomes more famil-
lar, 1 may wonder why I didn't conclude, in the words of Hamiet, rather
"bear those ills we have, than fly to others that we know not of™.

Occasionally I meet a friend who asks, "What are ycu doing now?"

I tell nin I am connected with the Federal Reserve System. Usually he
Tesponds with a blank look, and that part of the conversation ends
lamely with his acking, "Well, how do you like being a bonker?"

It isn't strange that the Federal Reserve System is a thing of mys-
tery, Wie live in a complex world. We haven't much time to spend in

Study of & subject not plainly seen as a pert of our daily iife and



interest. And while a thing remains a mystery, it is easy for it to
become an object of some suspicion - especially when a persuasive
Voice tells us we ought to be suspicious.
That suggests one of the reasons why it is, for me, a real privi-
lege to be here tonight. It zives me the opportunity to tell lezders
agricultural thought something about the Federal Reserve - perhaps
to dissolve some of the mysteries. The other snd more important reason
1s this - farmers have been thinking seriously and constructively about
how money and credit may be managed to achieve a greater degree of sta-
bility in economic progress. They have expressed their conclusions and
Tecommendations through the voice of organized agriculture.

It is not idle flattery when I express my personal belief that or-
8anized agriculture has shown a breadth of vision and awareness of the
Complexity and difficulty of our national problems not matched in other
general groups. It has helped educute the country as to the close inter
dependence of all sepments. It has shown concern for the general wel-
fare as well ag for its own. It has expressed its attitude through lead
®rship that has in the mein been aslert and open-minded. I express my
Conviction, without over-statement, that the salvation of this country
48 we know it, of its democratic institutions, of the traditions we cher

and wish to preserve, depends on that kind of leadership.

Tonight I want to tell you something of the Federal Reserve System

1ts organization; to state the broad objective which 1 conceive to

be the concern and responsibility of this agency, along with others



inside and outside the government; to sketch some of the problems that
need to be solved as we move toward that objective; and to survey the

means and the authorities the law has provided to help cope with those
Problems.

In this I am speaking for myself alone and not for my associates.
Nevertheless, I am sure that they all share my view that the Reserve Sys-
tem needs today as never before to muke clear to the leaders of agricul-
ture, business and banking what it secks to do, why it seeks to co it,
what authorities it has and what it has not. Conversely, it needs to
know the thought of leaders of agriculture and of other groups. It needs
their help and cooperation, their wisdom and their guidance. In no other
wWay can it serve successfully as an instrument of the public interest and
of the public will.

The original Federal Reserve Act was approved on December 23, 1913.
Its frequent amendments since that date evidence an evolution to meet
chenging conditions and broadening responsibilities.

The control authority is the Board of Governors, whose members, un-

the law, must be selected "with due regard to a fair representation
the finsncisl, agricultural, industrial, cnd commercial interests and
geographical divisions of the country."

Let me digress to clcar up one common misunderstanding. The present
law does not require that one member shall be named who represents agri-
Culture as such. It contemplates that the entire board anc all its mem-

bers shall be representative of all the interests that mske up our nation.
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I do not regerd these interests as fundamentally conflicting. Rather,
if interests seem to conflict, it is becsuse some groups fail to under-
stand clearly the economic interdependence of zll groups - fail to un-
derstand that no one group can permanently prosper at the expense of
gnother group or class.

The Board of Governors is composed of men who without exception re-
gard themselves as reprecentatives not of any one group of class inter-
est, but of the common interest and the public welfare. I am happy to
say thot without exception these men ere extraordinarily interested in
azriculture, aware of its importance, and «live to ite peculiar prob-
lems., Fortunately it is not necessary tor sgriculture, in its current
relations with the Reserve System, to lean upon the wezk reed of o sol-
itary and isolated spokesmarn.

The authorities of the System which relate to monagement of domes--
tic credit and money are vested priveipally in this board. It is there-
fore g public agency, responsible to the people for en administration
that 1s in the eeneral welfare, and not primarily for the banking or
8ny other sinzle interest.

Its contact with the bankinz ond business structure is through 12
Recerve banks snd their 25 branchies. FEarninzs of the Reserve banks, be-
yond the 6 percent ¢ividend which is paid from earnings to the member
banks on stock held, are not subject to distribution among member banks,
but mist, in cuse of liquidation, be poid into the Treasury of the United

States., Under the franchise tax in effect up to 1925, the Reserve bunks
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Paid $150,000,000 into the Treasury. One half of the surplus held by
the Federal Heserve Banks in 1933, or 139 million dollars, was appro-
Priated by Congress and subscribed as capital stock of the Federal De-
POSit Insursnce Corporation. I mention these items in passing for the
Sake of those of you who may have regarded the Keserve System as in-
tended and operated for banking profits.

Part of the responsibilities of the Reserve System lies in the di-
Tection of control and supervision of banking practices, shared zmong
various - I almost said too many - federal and state authorities. This
18 not the occacion to discuss that field. Part lies in the field of
domestic monetary and credit control, to which I have alreaay referred.

Before I attempt to define what I conceive to be our objective in
the second field, in which our interest tonight really falls, let us
Pause for a moment to consider the conditions which have led thoughtful
Cltizens to jnsist that currency =nd credit management must replace
laisses-faire and the automatic gold standard.

The Heserve System, as you all know, was created in a pre-wzr world

it was commonly believed that the ,0ld standara was an automatic
Tegulator and the best device known to man for bringing about a degree
of Stabiility in world affairs. I am not competent to say how efficient-
ly it functioned before the World War undermined it. But the fact is
that we find ourselves in a world entirely off the gold stendard. The
Prospects of a restoration of that stundard in anything like its pre-

s - . . . ‘g . :
3 form are toc remote to help us in meeting the realities of the world



Situation and our domestic problems today.

Yvery naticn, prompted by exhaustion of its gold reserves, or by
€conomic necessity, or by ite own foresight, heasabandoned that standard.
I can understand why many men who have lived most of their adult lives
in 4 gold standard world now yearn for a restoratiocn of concitions and
Methods which prevailed in a by-gone day, and why many of cur bunking
4na business leaders, schooled in a gold standard world, are slow to
Teconcile themsclves to a world in which so muny old guides and methods
have disappeared. But it is evident that we must be reudy to test out
&nd to perfect new instrumentalities and new techniques, in substitution

those which no longer exist, in the common effort to preserve and
€Xpand the recovery now so rapidly under way in this country.

The depression from which we are emerging paints the condition which
I want you to see as the background for my discussion. It wasn't the
Tirst post-war depression us far as this generation of fermers is con-
Cerned, They know what deflation means for they have lived through the
devastation of two such cycles - that of the early twenties, and the
Other gt the crest of what we were told was a new era ol ever-expanding
Prosperity for the entire world.

Today we hear much talk about the dangers of inflation, but the farm-

e S+ 1 < . . oy s .
T still remembers vividly the disasterg of deflation. Deflation

S 3 H . > . 3
Strikeg the farmer with particular violence. He is in no such positicn

88 15 the industrialist to curtail his production. The farmer is

obij . . . . . ; . e i o
bnged to incur debt toduy at & given orice level knowing thut it will
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be g long time before he can market his crops and derive Lis inecome to

Meet his debts. If during that long interval there is a drastic down-
Ward spiral of the price level, in other words, a deflationary spiral,
bankruptcy, loss of his farm, of his home, of his livelihood, stare him
the fzce. We know all zbout that from painful experience. I recall
only to stress the point that the furmer is particularly interested
avoiding deflation. And I think it has been cdrunmed into us by now
that neither the farmer, nor the worker, nor the great mase of our f
People profit from inflation at thz other extreme. In other worus, sta-
bilitY, and by that L do not mean a static condition but & stabilized
progress, ig of vital importance to agricuiture.
It has seemed to me, as no doubt it has to you, that broadly we
%ere confronted with two alternatives during the depression that followed
1a%a either to let depression take its course until we reached some
2w hottom on which recovery could be based - in other words, to write
our existing debts by process of bunkrupicy, receivership and ligui-
until they were at o level at which they coula be met - or else
to bring up the price level to a point approximating what it was when
Te burden of debt was contracted, and to restore national income as
rapidly &8 possible to a level at which the debts could then be paid off
"ithoyt wholesale write-downs, bankruptcies, foreclosures, liquiaations
other violent disturbances characteristic of extreme defla-

tion,

It appears now to be rather generally accepted that the former



Course was not the sound or the wise one; thiat there appeared to be no hot-
tom to the deflation and that to permit that deflaticn to continue fur-
ther would be to run the risk of widespread public revolt. It seems to
be now more generally accepted that intervention by the government on

4 scale adequate to stop the deflaticnary processes and to turn the tide
Upward wag imperative from every standpoint, humanitarian and economic.
It was most particularly necessary to restore the agricultural price
level because agriculture, as I have said, is likewise the greatest suf-
€rer from violent deflation, as you all well know.

The steps taken with reference to devaluation of the dollar and the
Program of the Agricultural Adjustment Administration were directed pri-
Marily to restoring a more equitable balance for agriculture in our
€Conomic scheme. That was the purpose and the result has been in that
dirECtion.

I am mentioning this, all too briefly, to sugzest one or two more
Questiong in relation to our major problem of greater economic stabhility.
Is not possible that we can so shape our future course and so direct
our policy that the government will serve in effect to counterbalance
he Cycles which private enterprise, left to itself, has inevitably gen-
T2aued in the past and undoubtedly will continue to generate in the fu-
ture Wnless we devise better methods -of managing our hrosd economic

Oblemg? Is it not possible to have the sovernment prepared to check
Peculative inflation and to intervene as an offset if deflation threat-

[3) N
A8 in the future?



When business was local ana commerce small in volume, the cycles
Spent themselves hefore too much momentum gathered on the swing toward
the top or to the bottom. Now that egriculture, finance, commerce,
and industry sre closely interwoven and in delicute balence, these
Cycles somehow assume different proportions to me.

There comes te my mind Victor Hugo's vivid story of the battle be-
tween men anc the cannon that had broken loose in the ship hold during
2 stormat sca. With each lurch and sway the canncn gathered morc de-
structive momentum until iv threatened to batier the ship to pieces.
NMen captured and chained it.

The very statement of these backgrounc conaiiions suggesis the
Polnt I um striving to reach - a definition of the objective which is
M my mind, and [ am satisfied, in yours. Our experience challerges us
Not only to achieve a greater cegree of stability in our economic orog-
Tess than we have had in the past, but +to make that deiree a substantial

one

.
Vhat we all seek broadiy is to have our incividuelistic, profit
®Conomy .- that sounds like & very ponderous term - to have our ecoaomy

SO function as to call forth the greutest vpossible use of our produc-
tive focilities and man oower and the widest distribution of the fruits
our labors, congistent with orderly uninterrupted progress toward

higher standordsof living for 21l of our pecple.
Let me try to express more concretely and narrowly what 1 believe
f

armers want - o feir andé reasonably constent price relaticnship te-

tween what they hove tec sell und what they have tc buy. They want this
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Parity of exchange established on a level that will not make debts pre-
Viously contracted, too burdensome. Then they would like to see this re-
lationship maintained without undue distortion either up or down. Need-
less to say, they want a steadily expanding market for their vroduction.

That is quite an order. I do not know of any single act of govern-
Ment,, any one formula, or any magic or legerdemain, that can accomplish
i oan sure that if I did, I could mcke a much more inespiring talk
here tonight.

The Federal Reserve System is entrusted with certain responsibili-
les - certain limited segment of the government's economic tattle

front, 1y order to drive home once more the vast complexity of that

battle line, let me paint additionzl cetails on the background canvas
°f recent history.

The war had left us with a productive plant overexpsnded anc dis-
torted in many lines. The second post-war depression was preceded by
SXCessive emphagis on exports, a bad tariff, « huge volume of foreign
lendings, an excessively rapid expansion of credit, a faulty cistrihbu-
tlon of income, and an orgy of speculation in real estate and in securi-

Values rose to unwarranted levels ~ znd the consequent colluapse

8 on an unprecedented scale. Once started, the deflation proceeded
& vicious spiral, resulting in a terrific drop in prices, in incomes,

in ®mployment, and in the volume of money. Contraction of buank credit
«ng b

ank money was both the result of the businese ccllapse and the

of some of its worst phases. Our national income dropped from
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80 billions a year in 1929 to less than 40 biilions in 1932.

At this juncture the new Administraiion came into power and adopted
& policy of adequate help to the sufferers from the depression, of re-
lief for debtors, of protection to creditors, and of great public ex-
Penditures to fill the gap created by the decline in privaie enterprise.
By financing the deficit through sale of securities to banks, the Gov-
ernment restored our supply of money.

How much of this fazlls in the field of money and credit? It is
8Pparent that in an economy which functions through the mecium of money,
an adequate supply of money, including bank credit, must be avallable to

the country's business. Bear in mind that 90 percent of our payments
are in fact made by check.

Certainly our present problem is not to create more money. The
SUpply has been restored to a level sufficient to finance w much larger
Voiume of activity thaen we have yet schieved. With the unprecedented
Volume of excess reserves of the vaniking system, resulting orimarily
“rom the grecat tide of gold that has come to our ghores, there is fur
Tore than enough, both of currency sna of bank credit, existing and po-
te”tial, to finance our farms and factories at a rute of productivity
eXCeeding anything we have ever known.

Our proklem now is to consolidate our recovery, to orecerve it and

Iy

to uge existing, and if necessary, new instruments to bring about more

=tabilized progress und pgreater productivity. By this I mean greater

)] - . . L) .
USe of our man power in procuction, increased at as rapia a rete as can
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be absorbed by o wider distribution of the fruits of our labor. We

st seek, on the one hand, to secure a full recovery and, on the other,
to pravent the great supply of money from being syphoned off into specu-
lation in the stock market, in reul estzte, in commodaities or in such
Other ways ag would produce an unhealthy boom, an inflationary condition
that woulq be inexorably followed by another collupse.of the fruits of
our laborsg,

The Federal Reserve System is following an easy money nolicy. As
0ng as we have a great supply of idle men and idle plants, it ought to
Continue to do so. I have sugiested one problem. If the present volume

deDOSits, with the bunk credit that cculd be susteined on the exist-
g volume of bankingz resdrves, swings into speculuative investment in-
Stead of into financing production and distribution, we are in for
trouble,

To invest our money and credit again for speculative gurposes in
feCurities and real estate and commocities would be to trecd the path
ot folly to probable disaster. But under present conditions I certcinly
N0t in favor of the historic method of ettempting to check specula-
tve inflation by raising interest rates and tightening the money mar-

along the line. Until we reach &« much lurger national income
than Wwe have yet achieved, an sbundance of cheap money to finance pro-
duction and distribution is required.
This problem is ours, and it is yours. The farmers are the shock

tI‘Q .
OPSs in the fight of our economy with the business cycle. They are,



therefore, more immediately and more acutely ccncerned in the mainten-
ance of an orderly progress, without viclent fluctuations, in our
€Conomic life.

As T have attempied to indicate, the Federal Reserve System is
one ingtrument which can be used to help achievs that orderly progress.
Functioning slone it cannot prevent inflation azna deflation, but it
Sould be possible so to coordinate its powers with those of other cgen-
Cies as to attain a reasonuable degree of stability. It should be pos-
€lble through & better coordination of monctary, credit ana fiscal poli-
Cles to schieve that goal.

So far as the Reserve System is concerned, it has broadly four
Major powers to influence the volume and cost of MmOney.

First, it can fix discounl rates, the rates that member banks have
to pay when they borrow from the reserve banks. That is the classicel
nstrument of central bank control, but it is not operztive new when
Lanks have more funds then they know whet to e with, and concfeguently

not borrow at uny rate.

Secondly, the System cun sterilize or make inactive a portion of
the existin: excess reserves by un increase in the percentage of depos—
18 which a member bunk must cerry with the Feceral reserve bunk in its
“istrict. You will recall thai lust July the Boerd of Governors announced

a .
N incrense in these reserve requirements.

Thirdly, the System has the authority to .urchrse snd to sell zovern-

»

ment o : : oo , ) Ce s
fNt securitics, bankers acceptences, wmnd certcin other puper. This is
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known as an "open market" operstion because such purchases or sales
st be made in the market openly and not by airect arrangement with
the other parties to the transaction, whether it be the Treasury or
Private investors end institutions. This function is performed through
the mechanism of an Open sariket Committee, consisting of the members of
the Board of Governors and, by rotaticn, five presidents of the regional
Federal reserve bunks. Let me say again that the Board of Governors is
& public body whose duty is to exercise its funciions in the naticnul
WNterest and not in the interest of sny group or gection, and thoet the
Open harket, Committee, of which the Board of Jovernors is = majority,
likeWise functions in the netional interest and not in behulf of any
Drivate, sectional or group interest.
¥hen the Open llorket Committee buys government securities, the ef-
fect 18 to create additional reserves in the banking system as a wnole
therefore, to ease money conditiong ana to tend to make interest
Tates 1ow. Conversely,; when the System sells securities, the eifect,
a“Sumingg; that operations are on & sufficiently large scele, is to tight-
Money conditions and raise interest ratus.
Fourthly, the Board of Governors, under the Securitics Exchange
» 18 charged with responsibility for fixing marzin requircments,
hich at present are 55 percent. Thet is to say, those who jurchase
“8lstered securities must put up 55 percent of the purchuse porice ana
kers ang brokers are not permitted to loan more than 45 percent. This
"Strument, which aid not exist in 1829, may bc expected to impose some

Cupr .
b upon stock market speculation.



In addition, the Board has certein direct poweirs, to which some
authorities attach a great deal of importance, to influence lending
Policies of member banks and te discourage and prevent spoculative use
of bank funds.

I am hrrdly qualified from my velatively brief service to pro-
Dounce judgment upon the effectivencss of these various powers, but I
G0 wish to sugyest to you several considerutivns. First, it is evident
that thece nowers ar:z not of themsclves sufficient either to guarantee
Stabilit., to prevent booms and depressions or te bring cbout o staoble
Price level. These powers all can be utilized with these objectives
N mind, but unless these powers are port of a browder policy pursucd
by the Government, the Reserve System alone cznnot pogeibly attein the
desired objectives. It is importunt, thercforz, to use other instru-
Mentalities. I mention as an example the recently imposed tax on undi-
Vided profits. It is evident that this tax hns o very direct monetary

effect in so frr ~s it tends to orevent the accumulation of large pools

e

dle funds which in the pest have tended to spill over into gpecula-
tive channels, and in so far as it civerts thase funds te where they
8Te not only subjected tc a fair share of taxation but are diverted, in
Party 4t least, into the general spendingz strenm.

I would like to submit to you the proposition that our zoel of

More stchilized economic progress can be approcched best by concentrat-
Mg our thousht on the maintenance of & high and growing nutionsl in-

Come. The question is how to incure thut this income is more steudily



Maintained and directed into productive channels, and away from svecula
tion which generates distortions in our economic mechanism and thus
leads to deflation and collapse.

As I see the function cf the Feceral Fessrve System in its rela-
Uon to the broad general weifare, it is to use its powers so as to con
tribute to the existence of an zdequate supply of money at reasonable
Yates ang to do whatever it con to fucilitate the fiow of money into
the right channels. The flow must not be so fast thet it produces an
Mflation or so slow as to tend in the direction of deflabion. It is
Worth while to recall that we had an acejuuie volume of woney in 1929

iHCidentally, that we were on 2 gold standerd and thet we had a
b1 anced budzet. Yet these things - very desirable, according to some -
Not prevent the depression {rom developing and then intensifying
Nto the worst crash in our nistory. t is worth while to remember
thay the mere existence of & large volume anu supply of meney was not

> - - o &
Wficient of itsels either Lo prevent a deflation or to assurc stabili-
“Ation of the price level. I wish the problem were that simple.
should put our minds upon the prcblem of the flow of monev, its

OPer distribution bebween consumers and investors, co that there may
be

v

OU.h plantsto supply our growing needs and encugh income in the

Mds of congumers to buy the products of our soil end our fuctories.
It seems to me breoadly that the effect of the sovernment'!'s vnolicy

38 been along two lines - first, to create easy money conaitions as a

U of which debt-carrying burdens coulé be lightened upon farmers,
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and overcome edversity with zenuine fortitude and courage. Put the gov-
frmment progrum geve something for resourcefulaess and initiative to

¥ork en. ifter the government had unbalanced its imdzet to s gross total
°f some 1% billion dollars during the pasi three years uu to the end of
the 1ast fiscal year, there occurred a recovery in the national income

v

whi : . . v s R . s
“hich ig aow running at the rate of well in excess of 60 biiiion doliars

“Mually, ond thet ot

lan

he same time there has been an enormous incress

Ui

Unning invo hunureds of billionsg of dollars in the value of farms, homes,

C

Nt" . - N v .
ocks, bonds snd all the rest of our netionsl ussets.
I do not see any reasgon for believing that we luck =s o veoole the

n » " . . R . . .
te1llgence, threough unselfish thinking, to achieve the objective which

We

"1 want., The objective is clecr. ‘het we wani is a steedily rising
Aticnal income, equitably distributed among sll classes. As I have said
~ef0re, i have no panccens. I know oi no singie device, throush “he zold
tahdard in its old form or in some nevily cevised form, or through sny

Simple mechanism, to :wchicve this objective.

There ig unuoubtedly much that can be zccomplished through enlizht-
“heg leadershlp in industry end agriculbure snd in the field of lebor.
Plectives of the Federal heserve System are icentical with your own
bjectiVGS- Such powers as th: System has to influence the supply, the

Cog: .
b ang he flow of meney, it is wderickin: to exercise towurd the ob-

Jecty . .
tive or 4 more orderly, o more stabilized econumic proiress.

I have lesrned enouzh to suspect that menetary menagement is not

Exact Sclernce; that there are meny incalculsble, unpredictuble end
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Wimanageable faciors in human behavice and psycholo,y which no set of
Yules or laws or solicies can govern. Neverthelesc, I am confident that
¥1th the whole-hesrted cooperation which i have heen privilezed to enjoy
from leuders of agricuiiure in all parts of the country, I can zg an in-
divicual become better informed znd bebter equipped in the discharge of
MYy own responsibiiities as a member of the Hoard of Gevernurs cf the Fed-
fral Reserve System.  and I am equally contident, that with cocperation in
the study of owr common problems and in the seeking «f inteiligent solu-
+i°n5, we as a natlun can fina the ways and meane of wadhicving that
Sreater proquctivity and wider aiffusicn of real weulth and that greater
Stﬁbility in econuvmic progress which is esseatiel for e progressive ne-
tion gng for the preservatica of cur institutione under whut we like to
€all the american System.

I said I hzd no panscca to offer. I o have « formuia to suggest.

Ve in a swiftly chenging world. Goverameats will pley «n ilncreas-

lhgly ingrortant role in asrlisting their citinzens to moke acdjustmente.
This will be true of money and credit, as well as of other economic and
Social factors. In determining whst zovernment can do, the all-important
the 1s the attitude of those tc whom you delesate its onowers. If they
tight and inflexivle, eyes sliued to the past, whiie the vast ener-

le . . . - 3 3 (3
e Of this country eusnarl, another and nmore scricus explosion may

cey . . . .. -
' If they combine intellisent understanding with courase - *he

=

1Llin. : A s ) . e as
lln%ness to aciy if they wge, chunge, discerd, or supplement existing

248 changing conditioneg or experience indicates; then government may
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a8sist its people to direct the natiocn's bouncdless cnergy up the road
of orderly orogress toward a more abundant life for them. I realize
that you have heard that phrase ridicuied, but I am glad tc use it,

Without apolozy, until a better one comes along.



